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Report of the Supervisory Board To our Shareholders

Report of the
Supervisory Board

(in accordance with section 171(2) of the AktG)

Ladies and Gentlemen,

Fiscal year 2016 was dominated by the Volkswagen Group’s realignment. The work of the Supervisory Board and its
committees focused on the development of the future program TOGETHER — Strategy 2025, as well as the diesel issue
and its consequences. The Supervisory Board of Volkswagen AG addressed the Company’s position and development
regularly and therefore with particular intensity in the reporting period. We supervised and supported the Board of
Management in its running of the business and advised it on issues relating to the management of the Company in
accordance with our duties under the law, the Articles of Association and the rules of procedure. We also observed the
relevant recommendations and suggestions of the German Corporate Governance Code at all times. The Supervisory
Board was directly involved in all decisions of fundamental importance to the Group. We additionally discussed
strategic considerations with the Board of Management at regular intervals.

The Board of Management regularly, promptly and comprehensively informed the Supervisory Board in writing or
orally on all matters of relevance to the Company relating to the strategy, the development of the business as well as
the Company’s planning and position, including the risk situation and risk management. In this respect, the Board of
Management also informed it in particular of improvements to the risk and compliance management system with
regard to the diesel issue. In addition, the Board of Management informed the Supervisory Board on an ongoing basis
about compliance-related topics and other topical issues. In all cases we received the documents relevant to our
decisions in good time for our meetings. We also received a detailed monthly report from the Board of Management
on the current business position and the forecast for the current year. Any variances in performance that occurred as
against the plans and targets previously drawn up were explained by the Board of Management in detail, either
orally or in writing. We analyzed the reasons for the variances together with the Board of Management so as to enable
countermeasures to be derived. In addition, the Board of Management presented regular reports on current
developments in connection with the diesel issue at the meetings of the Special Committee on Diesel Engines.

The Chairman of the Supervisory Board also consulted with the Chairman of the Board of Management at regular
intervals between meetings to discuss important current issues. Apart from the diesel issue, they included the
Volkswagen Group’s new strategy and planning, the development of the business, the Group’s risk situation and risk
management including integrity and compliance issues.

The Supervisory Board held a total of eleven meetings in fiscal year 2016. The average attendance ratio was 95.0%;
all of the members of the Supervisory Board attended over half of the meetings of the Supervisory Board and the
committees of which they are members. In addition, resolutions on urgent matters were adopted in writing or using
electronic communications media.
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COMMITTEE ACTIVITIES

The Supervisory Board has established five committees in order to discharge the duties entrusted to it: the Executive
Committee, the Nomination Committee, the Mediation Committee in accordance with section 27(3) of the
Mitbestimmungsgesetz (MitbestG — German Codetermination Act), the Audit Committee and, since October 2015, the
Special Committee on Diesel Engines. The Executive Committee and the Special Committee on Diesel Engines each
consist of three shareholder representatives and three employee representatives. The members of the Nomination
Committee are the shareholder representatives on the Executive Committee. The remaining two committees are each
composed of two shareholder representatives and two employee representatives. The members of these committees
as of December 31, 2016 are given on page 87 of this annual report.

The Executive Committee met 20 times during the past fiscal year, mainly discussing current matters related to
the diesel issue. The Committee also prepared the resolutions by the Supervisory Board in detail and dealt with the
composition of and contractual issues concerning the Board of Management other than remuneration.

The Nomination Committee is responsible for proposing suitable candidates for the Supervisory Board to recommend
for election to the Annual General Meeting. The Committee met once in the reporting period.

The Mediation Committee did not have to be convened in 2016.

The Audit Committee held six meetings in fiscal year 2016. It focused primarily on the consolidated financial state-
ments, risk management (including the internal control system), and the work performed by the Company’s compliance
organization. In addition, the Audit Committee addressed the Group’s quarterly reports and the half-yearly financial
report as well as current financial reporting issues and their examination by the auditors.

The Special Committee on Diesel Engines is responsible for coordinating all activities relating to the diesel issue and
preparing resolutions by the Supervisory Board. The Special Committee is also provided with regular information by
the Board of Management to enable that. It is also entrusted with examining any consequences of the findings. The
Chairman of this Committee reports regularly on its work to the Supervisory Board. The Special Committee on Diesel
Engines met on ten occasions in fiscal year 2016. At its meeting on June 18, 2016, the Special Committee on Diesel
Engines decided —having been delegated by the Supervisory Board with the relevant authority — to approve the
conclusion of settlements with the US authorities and customers in relation to the 2.0 1 engines. At its meetings on
November 17,2016 and December 19, 2016, the Special Committee on Diesel Engines decided —having been delegated
by the Supervisory Board with the relevant authority — to approve the conclusion of settlements with the US authorities
and customers in relation to the 3.0 1 engines.

Furthermore, as a rule the shareholder and employee representatives met for separate preliminary discussions before
each of the Supervisory Board meetings.

TOPICS DISCUSSED BY THE SUPERVISORY BOARD

The Supervisory Board’s first meeting in the reporting period was held on March 14, 2016 and mainly dealt with the
current state of affairs with respect to the diesel issue. On the same date, the Board of Management and the Super-
visory Board of Volkswagen AG also issued, among other things, a supplement to the declaration of conformity with
the German Corporate Governance Code of November 20, 2015. This supplement became necessary because, due to
unanswered questions relating to the consequences of the emissions issue and the resulting assessment questions,
the Board of Management and the Supervisory Board decided not to publish either the 2015 Annual Report within
90 days of the end of the fiscal year, or the interim report for the first quarter of 2016 within 45 days of the end of
the quarter.

In the meeting of the Supervisory Board on April 22, 2016, we dealt in detail with the remuneration system for the
Board of Management and, in this connection, issued a further supplement to the declaration of conformity with the
German Corporate Governance Code of November 20, 2015, together with the Board of Management. This supplement
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became necessary because the performance targets and comparison parameters used to determine the variable
remuneration in fiscal year 2015 were amended in agreement with some members of the Board of Management.
Following a detailed examination, we also approved the consolidated financial statements and the annual financial
statements of Volkswagen AG for 2015 prepared by the Board of Management, as well as the combined management
report. We examined the dependent company report submitted by the Board of Management and came to the
conclusion that there were no objections to be raised to the concluding declaration by the Board of Management in
the report. We also discussed the current state of affairs with respect to the diesel issue and dealt intensively with
the situation of the Volkswagen Passenger Cars brand. Finally, the Board of Management explained the status of
development of the future program TOGETHER - Strategy 2025.

Another Supervisory Board meeting was held on May 10, 2016, in which we mainly dealt with the current state of affairs
with respect to the diesel issue and, in this connection, adopted the proposed resolutions to the Annual General
Meeting concerning formal approval of the actions of the members of the Board of Management and Supervisory
Board for fiscal year 2015, and dealt with the Board of Management’s status report on the Group’s new strategy.
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The Supervisory Board meeting on June 14, 2016 again focused on the Group’s strategy and the current state of affairs
with respect to the diesel issue. The Supervisory Board decided in particular to make the conclusion of settlements
with the US authorities and customers in relation to the 2.0 l engines subject to its approval and to delegate the decision
to grant such approval to the Special Committee on Diesel Engines.

Two more Supervisory Board meetings were held on June 21 and 22, 2016 in the context of Volkswagen AG’s 2016
Annual General Meeting. Their agenda included in particular preparations for and the post-completion analysis of the
56th Annual General Meeting of Volkswagen AG on June 22, 2016, the composition of the committees, and the current
state of affairs with respect to the diesel issue.

The agenda of the Supervisory Board meeting on September 23, 2016 included a status report on the future program
TOGETHER - Strategy 2025 and the current state of affairs with respect to the diesel issue. The Supervisory Board
decided in particular to make the conclusion of settlements with the US Department of Justice (DOJ) subject to its
approval.

The Supervisory Board additionally held a telephone conference on the current state of affairs with respect to the
diesel issue on November 1, 2016. The Supervisory Board decided in particular to make the conclusion of settlements
with the US authorities and customers in relation to the 3.01 engines subject to its approval and to delegate the decision
to grant such approval to the Special Committee on Diesel Engines.

The Supervisory Board held a meeting on November 4, 2016, in which we discussed not only the current state of affairs
with respect to the diesel issue, but also the Volkswagen Group’s investment and financial planning and the situation
of the Volkswagen Passenger Cars brand.

At the Supervisory Board meeting on November 18, 2016, we discussed in detail the Volkswagen Group’s investment
and financial planning for the period from 2017 to 2021. We also dealt with the current state of affairs with respect to
the diesel issue. Furthermore, the meeting focused on the status report on the new strategy and on issuing the annual
declaration of conformity with the German Corporate Governance Code.

The Supervisory Board held a further telephone conference on December 20, 2016, in which we mainly dealt with the
current state of affairs with respect to the diesel issue.

In the reporting period, we approved among other things the cooperation with the US-based commercial vehicle
manufacturer Navistar in resolutions that were adopted by circulating written documents.

CONFLICTS OF INTEREST

At its meeting on November 17, 2016, the Executive Committee of the Supervisory Board addressed major shareholder
business relationships. The Executive Committee members were guided exclusively by the interests of the Company
when voting. No material conflicts of interest were discernible in this respect. In this context, the Executive Committee
granted approvals to transactions with the State of Lower Saxony. Executive Committee member Mr. Stephan Weil is
Minister-President of the State of Lower Saxony and abstained from voting.

Mr. Hans Dieter Pétsch was a member of the Board of Management of Volkswagen AG until October 2015. His move
to the Supervisory Board had already been planned irrespective of the diesel issue. In order to avoid conceivable
conflicts of interest, Mr. POtsch does not participate in adopting Supervisory Board resolutions that might relate to
his conduct in connection with the diesel issue. Consequently, Mr. Pétsch also did not vote on the resolution adopted
by the Supervisory Board at its meeting on May 10, 2016 on the proposed resolution to the Annual General Meeting
concerning formal approval of the actions of the members of the Board of Management for fiscal year 2015.

No other conflicts of interest were reported or were discernible in the reporting period.
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CORPORATE GOVERNANCE AND DECLARATION OF CONFORMITY

The Supervisory Board meeting on November 18, 2016 focused on the implementation of the recommendations and
suggestions of the German Corporate Governance Code at the Volkswagen Group. We discussed in detail the version
of the German Corporate Governance Code dated May 5, 2015, as published by the relevant government commission
onJune 12,2015, and issued the annual declaration of conformity with the recommendations of the German Corporate
Governance Code in accordance with section 161 of the Aktiengesetz (AktG — German Stock Corporation Act) together
with the Board of Management. Apart from this declaration, the Board of Management and Supervisory Board of
Volkswagen AG jointly issued a supplement to the declaration of conformity of November 20, 2015 in the reporting
period on March 14, 2016 and on April 22, 2016.

The joint declarations of conformity by the Board of Management and the Supervisory Board are permanently available
at www.volkswagenag.com/ir. Additional information on the implementation of the recommendations and suggestions
of the German Corporate Governance Code can be found in the corporate governance report starting on page 60 and
in the notes to the consolidated financial statements on page 317 of this annual report.

MEMBERS OF THE SUPERVISORY BOARD AND BOARD OF MANAGEMENT

In accordance with section 104 of the AktG, the court appointed Ms. Birgit Dietze, Secretary to the board of IG Metall
trade union, to the Supervisory Board of Volkswagen AG as an employee representative effective June 1, 2016. She thus
succeeded Ms. Babette Frohlich, who stepped down from her office on the same date.

Mr. Akbar Al Baker, a shareholder representative on the Supervisory Board of Volkswagen AG, stepped down from his
office with effect from the end of the 56th Annual General Meeting on June 22, 2016. The Annual General Meeting
elected Dr. Hessa Sultan Al-Jaber to replace him for the remainder of his term of office.

Ms. Annika Falkengren’s scheduled term of office and the terms of office of the court-appointed members of the
Supervisory Board — Dr. Louise Kiesling and Mr. Hans Dieter P6tsch — expired at the end of the 56th Annual General
Meeting. The Annual General Meeting elected all three members to a full term of office in the Supervisory Board of
Volkswagen AG.

Dr. Karlheinz Blessing succeeded Dr. Horst Neumann as the member of the Board of Management of Volkswagen AG
with responsibility for Human Resources and Organization effective January 1, 2016.

Dr. Christine Hohmann-Dennhardt, who was responsible for the newly created Integrity and Legal Affairs position on
the Board of Management of Volkswagen AG with effect from January 1, 2016, left the Board of Management by
mutual agreement effective January 31, 2017. The Supervisory Board thanks Dr. Hohmann-Dennhardt for helping the
Group achieve key milestones with her outstanding technical expertise and experience and for supporting the Group
in revising its internal directives and processes.

Ms. Hiltrud Dorothea Werner succeeded Dr. Hohmann-Dennhardt in the Integrity and Legal Affairs position on the
Board of Management effective February 1, 2017.

Former Supervisory Board member Mr. Walther Leisler Kiep died on May 9, 2016 aged 90. The former Minister of Finance
for the State of Lower Saxony was a member of the Supervisory Board from 1976 to 1982 and from 1983 to 1997 and
accompanied the company’s development with great personal commitment during that time. We will honor his
memory.

AUDIT OF THE ANNUAL AND CONSOLIDATED FINANCIAL STATEMENTS

The Annual General Meeting of Volkswagen AG on June 22, 2016 elected PricewaterhouseCoopers Aktiengesellschaft
Wirtschaftspriifungsgesellschaft as auditors for fiscal year 2016, in line with our proposal. The auditors audited the
annual financial statements of Volkswagen AG, the consolidated financial statements of the Volkswagen Group and
the combined management report, and issued unqualified audit reports in each case.
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In addition, they analyzed the risk management and internal control systems, concluding that the Board of Management
had taken the measures required by section 91(2) of the AktG to ensure early detection of any risks endangering the
continued existence of the Company. The Report by the Board of Management on Relationships of Volkswagen AG
with Affiliated Companies in Accordance with Section 312 of the AktG for the period from January 1 to December 31,
2016 (dependent company report) submitted by the Board of Management was also audited by the auditors, who issued
the following opinion: “In our opinion and in accordance with our statutory audit, we certify that the factual disclosures
provided in the report are correct and that the Company’s consideration concerning legal transactions referred to in
the report was not unduly high.”

The members of the Audit Committee and the members of the Supervisory Board were provided in each case with
the documentation relating to the annual financial statements, including the dependent company report, and the
audit reports prepared by the auditors in good time for their meetings on February 23, 2017 and February 24, 2017,
respectively. The auditors reported extensively at both meetings on the material findings of their audit and were
available to provide additional information.

Taking into consideration the audit reports and the discussion with the auditors and based on its own conclusions,
the Audit Committee prepared the documents for the Supervisory Board’s examination of the consolidated financial
statements, the annual financial statements of Volkswagen AG, the combined management report and the dependent
company report and reported on these at the Supervisory Board meeting on February 24, 2017. Following this, the
Audit Committee recommended that the Supervisory Board approve the annual financial statements. We examined
the documents in depth in the knowledge and on the basis of the report by the Audit Committee and the audit report
as well as in talks and discussions with the auditors. We came to the conclusion that they are due and proper and that
the assessment of the position of the Company and the Group presented by the Board of Management in the manage-
ment report corresponds to the assessment by the Supervisory Board. We therefore concurred with the auditors’
findings and approved the annual financial statements prepared by the Board of Management and the consolidated
financial statements at our meeting on February 24, 2017, at which the auditors also took part in discussions on the
agenda items relating to the financial statements. The annual financial statements are thus adopted. Our examination
of the dependent company report did not result in any objections to the concluding declaration by the Board of
Management in the dependent company report. We reviewed the proposal on the appropriation of net profit submitted
by the Board of Management, taking into account in particular the interests of the Company and its shareholders, and
endorsed the proposal.

The trust of our customers, shareholders, partners, employees and the general public is our most important asset.
The Supervisory Board will spare no effort to ensure that Volkswagen restores their trust. In doing so, we can and will
set store by the qualities and strengths that have distinguished our Company and made it strong ever since it was
established.

We would like to express our thanks and particular appreciation to the members of the Board of Management,
the Works Council, the management and all the employees of Volkswagen AG and its affiliated companies for their
work in 2016. With your resolve and loyalty, you all helped Volkswagen Group cope with the diverse challenges it faced
in fiscal year 2016, rebuild trust and successfully tackle its realignment under the future program TOGETHER —
Strategy 2025.

Wolfsburg, February 24, 2017

K. lw,

Hans Dieter Pétsch
Chairman of the Supervisory Board
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